Abstract
Introduction
Albania as a post communist country has passed difficulties in development and progress of economy and social aspects of life, the year after the regime collapsed was followed with economic downturn, social problems and emigration. Even though it has not passed through pre transition period, after 1991 the progress was substantial, the stabilization program supported by International Monetary Fund (IMF) proved to be very efficient. In 1997 the development was jeopardized by a period of turmoil passing through a very challenging situation, recovering from pyramidal schemes, social and political problems of civil hooliganism made that year the hardest obstacle of the transition period. From 1998 to present Albania has experienced positive growth rate and low inflation rates. Services, constriction and agriculture sectors are the main sources of GDP per capita of population (INSTAT, 2015) . According to the Law "On the Bank of Albania", the primary objective of the Bank of Albania is to achieve and maintain price stability(BoA). This implies to target low but positive inflation; quantitative expression is 3.0 % with tolerance of +/-1%. By targeting inflation Bank of Albania tries to achieve economic growth and safeguard financial stability.
Albania after communism has repaired the economic and social aspects of development, many of macroeconomic indicators have been stable and have achieved the forecasted values, but still it remains to be a developing country under progress. As argued by Bolle and Meyers (2006) national currency is also one of these indicators, which has been mainly stable but still high level of dollarization means that it has not achieved the BoA's objective to have financial and economic stability.
M1 is broadly accepted as narrow definition of money supply, considering mainly currency and checkable deposits, the money nation's use for day-to-day economic transactions. The behavior of M1 is monitored by Central Banks of States. In Albania responsible for controlling and monitoring of money supply is Bank of Albania (BoA). CPI on the other side is an index that produces monthly data on changes in the prices paid by consumers for respective basket of goods and services. These two variables will be used in order to find out the co-integration of money supply with inflation in Albania. This paper will be consisting three major divisions; the first part of the paper maintains the literature review, which will give a broader picture for the variables used in this model and for the relation of the money supply and inflation in other Balkan countries and other developing countries across the world, having similar economy as Albania. The second part of the paper, which is the main part, will be elaborated by performing econometric modeling and testing in Eviews8. Tests which will be performed are Unit Root testing for stationary and non stationary data, Johansson Co integration test and Granger causality test. These will give concrete empirical results related to relation of the money supply and inflation in Albania. The last part of the paper will conclude and review the results founded by the tests performed, in order to sum up the relation of M1 and CPI in Albanian economy, based on monthly data for 14 years.
Literature Review
In a very broad range of studies done related to relation of money supply and inflation, majority of them are considering it as very important issue and highly reliable in determining the financial and macroeconomic stability of countries. Based on the literature and Central Banks expectations and results, in majority of developing and developed countries this relation is positive, but high dependence of Albania's monetary policy on European Union policies can cause the relation to deviate from expectations, as country is trying to adopt the policies of the Union.
A very significant study was conducted by Simic & Malesevic-Perovic (2012) related to 6 Balkan countyes; Bulgaria, Coratia, Macedonia, Romania, Slovenia and Turkey. The main objective of the study was finding out the reation of output and prices to a shock in monetary policy, finding out that monetary policy is inefficinet in effecting output and prices as this countries are limited in monetary policy usage. In more detailed in Bulgeria prices and monetary policy show positive relation but the study consideres this finding not to be very effective as Bulgeria is a small country in Euro area and has strong links on economic indicators of Europe. Croatia shows to have negative results in firs few months and than the postive effect of the monetary policy shocks is seen on prices, considering Croatian case as having some effect on prices. Croatia has exhchange rate targeting which gives them few freedom in conducting monetary policy. In Macedonia the effect of monetary policy shock on prices is negative even with 8 lags and to conclude the authors sugest that monetary policy may effect prices for a while. In Romania there is no effect of monetary policy shocks on prices, another country that is part of the sample is Solvenia which has positive effect of monetary policy on prices but it is not able to effect the prices and the main reason given from the author is the prepartion for the euro area membership and alignment with ECB monetary policy. As the five countries discussed above have not been able to have effect on prices even though some have positive effect of monetary policy with prices they are statistically insiginificant, contrary to them Turkey has positive effect of monetary policy on prices and the relation is statistically siginificant. The main reasons explained by the authors as support to the results are; Turkey is larger economy comparing to 5 other countries of the sample and the link of Turkey with EU is weaker. These findings are in contrast to the evidences for developted countries, but as the sample countries are not having very stable monetary policy and macroeconomic indicators bacause of being still not developing process. Their indicators are highly effected by ECB policies and laws.
A very similar study to this paper was done for Suriname from Gaurisankar at al. (2011) finding out the relation of money and prices using annual data for M1 and CP1 for period 1980-2010. The tests used were bivariate dynamic vector autoregression model which enabled the usage of Granger Causality analysis to examine the long run and short run relationship. Results show that the long run relationship is run from prices to money and not from money to prices. This contrast finding related to other economies has been attributed from the others to occurrence of several episodes of currency depreciation and wage price incidents during 1980s and 1990s. In short run the relation of money and prices is positive. Paun and Topan (2013) in their study for inflation and money relation for Romanian economy conclude that; inflation is the main monetary phenomenon with structural monetary causes, but consider M2 is more statistically effecting inflation and there are no statisitical relevance that M1 effects inflation. In Romanian economy credit expantion has high relevance in inflation as it is part of M2. Authors suggest that more sophisticated tools should be employed in order to convey simple ideas that were common knowledge among respectable economists, including here the fact that inflation has effect on fiat money contemporary setting, with increases in money supply managed by central banks. Madurapperuma (2007) considers that the discussion of the relation between money, inflation and growth should be revisit. The evidences of this working paper confirm a strong postive relationship between money and prices, money causes inflation. The study indicates a weak relation of growth of money and real economic growth. Paper concludes that money and inflation both are man created phenomenon, so there is place for futher discussion to "cure" this illnesses.
Another significant study done by Katafono (2000) on the working papers of the National Bank of Fiji found out the simple correlation shows relationship of monetary aggregates with inflation and nominal GDP. Venezuelan economy needs to reconsider the monetary policy strategy because of; testing of the cointegration of M1 with CPI shows that they are related in the long run and the adjestment problems of fixed exchange rate system , suggests Olivo and Miller (2000) in the study done.
Literature considers that inflation and money have affected continuously each other and are man created phenomenon, generally from central banks of countries. An important point to put the light on is that countries with lower development and highly depended on policies of Unions, Example Balkan countries and their relation with EU, do not show a positive relation of M1 and CPI, a hypothesis for this situation can be indirect effect of European Union policies on countries that are in the process of being part of it. Developing countries are trying to have their monetary policies in accordance with EU policies, in order to accelerate their integration.
Data and Methodology
In order to examine the casual relation of prices and money supply in Albania, additionally to literature review and conceptual framework, econometric analysis is very important. The study employs monthly data from 2000:M1 to 2015:M1 used so for a 14 year period. Data for this research are obtained from Central Bank of Albania (BoA). All tests are performed using statistical program Eviews 8. Prices are shown through CPI while money supply is presented as M1, which measures the most liquid components of money supply.
The In Figure 1 the graphical line plot represents the variables, money supply and prices in Albania. As it can be observed from the graph below they move in the same direction even though they have huge difference in the values (one of them high and the other small), the most visible fluctuation was in 2013 in CPI. While on Figure 2 the graphical scatter plot represents the relation of the variables, obviously they move in the same direction with very low fluctuations time to time. 
Empirical Findings
Below in Table 2 and Figure 3 (A and B) are shown the group statistics performed with Eviews in order to test the normality of the data distribution. Check of Skweness and Kurtosis for the variables show that both variables are not perfectly bell shaped and asymmetric, even though money supply skewness is more near to 0 and kurtosis is near 1.5 that is sometimes considered to be acceptable, results lead to the conclusion that our variables have unit root presence. For the variables to have normality the skewness should be close to zero and kurtosis close to 3 as Hill at al. (2008) has emphasized. Before analyzing the co integration relationship between money supply and prices, univariate analysis should be done. As economic series like M1 and CPI have unit roots. Both dependent and independent variables having unit root means the regression is spurious. The relation of variables shows to be significant but in reality it is contemporary relation and not casual.
Based on the above unit root tests performance another important test to be done is; Johansen Co integration test in order to check for any co integration of variables in the long run. (27.31 > 14.26) .
From the Johansen Co integration test it can be observed that both Trace Rank Test and Maximum Eigenvalue have the probabilities smaller than p-value, indicating that as both probabilities are smaller than significance level of 5% the relation of variables is strong. . Long run relationship of money supply and prices exists.
Additionally to co integrated equation of M1 and CPI in the long run that was estimated with Johansen Co integration test, in order to find out the short term dynamics of the model Error Correction Model (ECM) must be used. Engel and Granger (1987) suggest ECM for causality.
ECM finds out the long run relation and short term adjustment behavior or co integration of disequilibrium. The variables that are related and move together in short term and have shocks or the disequilibrium, in the long run these are being eliminated and they are being equalized again. This indicates that long run situation is statistically significant. (Turan, 2015) To perform Vector Error Correction Model (VECM) test in Eviews 8 first of all the variables must be stationary and co integrated. In the estimation of the equation trend must be added as the variables have trend. In the regression model residuals are added also, checking them to be stationary and a new regression model is set with first difference, showing that in the new model P value of residuals is lower than 0.05. From the results is can be concluded that model is valid and significant. (See Table 10 ). As the co integration vector of the variables exists, in this case the last step is determining the direction of the relation. Granger causality test is used to determine the direction and is presented in Table 10 . In order to perform Granger causality test the variables should be stationary and VAR model should be formulated. From the results of the Granger Causality test it can be observed that probabilities that increase in the prices does not cause money supply to be increased but on the other side increase in money supply effects the prices in the market in Albanian economy. 
Conclusion
This research emphasized the casual relationship of money supply and prices in Albania, using Johansen Co integration test to test the co integration and Granger causality test to test the direction of the relation. The empirical results show that a stable long run relationship exists between the variables. The Granger test shows that money supply increases cause the prices in the market to increase and the CPI index is affected from the changes in M1.
